Income to the trust funds is budget authority. It includes payroll tax receipts, interest on balances, and certain general fund transfers. In years when balances are negative, income includes negative interest, which is the amount that would be paid by the trust fund on hypothetical borrowing required to continue benefit payments. Income in 1982 reflects $12.4 billion in interfimd transfers from the HI trust fund to the OASI trust fund. Income in 1984 Income in , 1985 Income in , 1986 , and 1987 includes repayments of this loan according to a schedule projected by the Social Security Administration. The estimates assume that the interfund transfer will be repaid in full by 1987. projected deficits would still grow larger each year, even under this further restricted growth in outlays. By 1995 the annual deficit would be about $30 billion and the negative balance over S90 billion. The longer the projection period, the more important is the assumption concerning the rates set by the H H S secretary. The more stringent assumption described in the text im plies a 27 percent reduction from the cost-reim bursem ent baseline in 1995. Many would dispute the categorization o f such a reduction as a continuation o f current policies. Projections for the subperiod beginning in 1985, at which point most of the recent legislative changes will have been implemented, indicate in more detail the nature of the problem. Over the 1985 to 1995 period, outlays are projected to grow at a 12.4 percent annual rate, while revenues are projected to increase at a 7.9 percent rate. This 12.4 percent annual growth in Medicare outlays reflects the influences of general inflation, growth in the eligible population and its aging, and changes in the nature of hospital care. General inflation accounts for a significant portion of the increase in hospital costs, but does not itself contribute to the financing problem since it is also reflected in growth in revenues. Over the 1985 to 1995 period, the gross national product (GNP) deflator is projected to increase at a 3.8 percent annual rate. The "market basket," which is an index of prices paid by hospitals for labor, supplies, and capital goods, is projected to increase somewhat faster, at an annual rate of 5.7 percent.
Changes in the age composition of the population are projected to account for 2.2 percentage points of the growth in HI outlays. Of this, 1.9 percentage points capture growth in the number of enrollees, while 0.25 percentage points reflect outlay implications of the expected aging of that population. While HI claims increase with age, the aging of the Medicare population is not rapid enough to be a major contributor to outlay growth during this period.
The remaining cause of growth of outlays-changes in the nature of medical care that affect the elderly-is the most difficult to project, partly because it, in itself, is influenced by the nature of the reim bursement system. Extrapolating from Medicare's experience under cost-reimbursement, and removing the effects of the aging of the Medicare population that were discussed above, real outlays per enrollee are projected to grow at slightly more than 4 percent per year after 1985. This includes both the impact of a higher admissions rate per Medicare enrollee and more resources applied per hospital stay.
The projection of the revenue growth rate for covered earnings reflects a forecast of the near-term performance of the economy and assumptions of moderate growth thereafter. The estimates for 1983 and 1984 were developed using the Congressional Budget Office (CBO) economic forecast published in February 1983 (updated to reflect the economy's performance to date), which reflects the current cyclical upswing; those for later years assume moderate noncyclical growth with gradually declining inflation. Whether the projected growth path is attainable with tax and spending policies now in place is, however, uncertain. If the economy's performance is worse than projected, HI balances will decline more quickly.
The 5'M / Problem
Problems raised by the rapid growth expected in SMI are closely related to concern over the size of the federal budget deficit. Since, by law, appropriations from general revenues to SMI must be sufficient to guarantee solvency of the trust fund, SMI does not face a financing crisis per se. Rather, concern arises over this part of Medicare because the projected growth of SMI is so much higher than the growth of 
Options for Solving the Financing Problem

Interactions among Approaches
As has already been suggested, some o f the options for changing Medicare w ould resolve the financing problem through at least two o f the three broad m echanisms. Cost-sharing, for example, would both affect use o f services and shift costs onto beneficiaries. Moreover, some o f the specific approaches m igh t be com bined to reduce dis advantages that would occur if only one were adopted.
In general, if two options seek to change the same behavior, they cannot be expected to achieve com bined savings equal to the sum of 
